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REFERENDUM
American Institute of
Certified Public Accountants
270 Madison Ave., New York 16, N.Y.
January 5, 1962
INTRODUCTION
This booklet provides background on 
nine proposed changes in the by-laws and 
rules of professional conduct of the Insti­
tute — several of them of vital importance 
to every member.
Because of their significance, they de­
serve to be studied with care.
Three of them merit special attention:
1. A proposal (page 3) to empower the 
Council of the Institute to determine wheth­
er or not an amendment to the by-laws or 
rules of conduct should be sent to the en­
tire membership for a vote. This power 
now resides in those in attendance at an 
annual meeting.
2. A proposal (page 23) to substitute an 
outright ban on competitive bidding for 
the present rule of conduct which pre­
cludes it only in states having a prohibi­
tion against it.
3. A proposal (page 24) to amend the 
present Rule 13 on independence.
Arguments which have been presented 
for and against these proposals are briefly 
summarized in the following pages.
All of the proposed changes in the by­
laws and rules of conduct presented in this
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pamphlet were recommended by the exec­
utive committee and the Council, and were 
approved by more than a two-thirds vote 
of those present at the annual meeting of 
the Institute in Chicago, Illinois, on October 
31, 1961.
All of the proposals, except the amend­
ment of Rule 13, were approved by a voice 
vote. The new independence rule was ap­
proved in a written ballot. The favorable 
vote was 2,937 (916 in person and 2,021 by 
proxy); opposed: 329 (138 in person and 
191 by proxy).
The amendments are now being submit­
ted to all members for a vote by mail. If 
voted upon by at least one-third of the 
members and approved in writing by two- 
thirds of those voting, they will become 
effective (see Article XV of the by-laws).
Mail ballots will be valid and counted 
only if received by March 6, 1962, as 
provided in the by-laws. Ballots should 
be signed. Unsigned ballots will not be 
counted.
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AMENDMENTS TO BY-LAWS
Proposal No. 1
The purpose of this amendment is to pro­
vide that the Council, rather than those in 
attendance at an annual meeting, be em­
powered to decide whether properly pro­
posed amendments to the by-laws or the 
rules of professional conduct should be 
submitted to the entire membership for 
vote by mail ballot.
Question 1: Shall Article XV of the by­
laws be amended, effective February 15, 
1963, by deleting the present wording in 
its entirety and substituting for it the fol­
lowing:
“1. Proposals to amend the by-laws 
may be made by any member of the 
Council, any thirty or more members of 
the Institute in good standing, the exec­
utive committee or the committee on 
by-laws.
“2. Proposals to amend the rules of 
professional conduct may be made by 
any member of the Council, any thirty 
or more members of the Institute in good 
standing, the executive committee or the 
committee on professional ethics.
“3. All such proposals to amend the 
by-laws or the rules of professional con­
duct, excepting such as are made at a
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meeting of the Council or the executive 
committee, shall be submitted in writing 
to the executive committee. The executive 
committee, with such assistance of the 
committee on by-laws or the committee on 
professional ethics, as it deems appropri­
ate, shall submit all such proposals, ac­
companied by its recommendation, to the 
Council for action.
“4. The notice of the first annual meet­
ing of the Institute, held more than three 
months after the approval by the Council 
of any such proposed amendment, shall 
set forth the amendment and indicate its 
approval by the Council. Such amend­
ments shall be presented to such annual 
meeting for discussion by the members 
present but not for action.
“5. Following such annual meeting, 
the proposed amendment, accompanied 
by a statement prepared by the secretary 
summarizing the arguments presented for 
and against it, shall be submitted to all 
of the members of the Institute for a vote 
by mail ballot. If at least one-third of the 
members vote upon the proposed amend­
ment by mail ballot, and at least two- 
thirds of those so voting approve such 
amendment, it shall become effective as 
an amendment to the by-laws or to the 
rules of professional conduct, as ap­
plicable. Mail ballots shall be considered 
valid and counted only if received in the 
Institute’s principal office within sixty 
days from the date of mailing the ballots 
to the members.”
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Arguments For and Against
FOR
1. The authority to determine whether 
or not a change in the by-laws or rules of 
professional conduct should be submitted 
to the members ought to rest with the 
Council, which is truly representative of 
the membership.
2. The power to deprive the entire mem­
bership of an opportunity to vote on such 
proposals should not be vested in the few 
members (often less than 4 per cent of the 
membership) in attendance at an annual 
meeting.
3. The rights of the membership are pro­
tected by the provision that any member of 
Council or any 30 or more members in good 
standing can initiate consideration of a 
proposed change in the by-laws or rules, 
and that Council must act on such a pro­
posed change.
4. One of the few benefits of the present 
procedure will be retained by requiring the 
secretary to summarize in the explanatory 
material which accompanies a ballot the 
arguments presented for and against any 
proposal.
AGAINST
1. The members in attendance at an an­
nual meeting should not be deprived of the 
privilege of voting at the meeting on pro­
posals to amend the by-laws or code of 
ethics.
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2. Those in attendance are well qualified 
to decide whether a mail ballot should be 
authorized because they have had the ad­
vantage of hearing a pro-and-con discus­
sion of the proposed amendments.
3. The proposed change vests too much 
power in the Council, which is an even 
smaller group than those present at an 
annual meeting and no more representative 
of the entire membership.
Proposal No. 2
The purpose of this amendment is to 
make the provisions of Article V, Section 
4 (b ) of the by-laws consistent with the 
amendment indicated in Proposal No. 1.
Question 2 : If Proposal No. 1 is adopted, 
shall Article V, Section 4 (b ) be amended, 
effective February 1 5 , 1963, by deleting the 
words “as approved by the Council of the 
Institute."
Proposal No. 3
The purpose of this amendment is to 
eliminate the present provision for proxy 
voting which no longer seems necessary in 
view of all the other safeguards to member­
ship control of the Institute.
Question 3: Shall Article IV of the by­
laws be amended effective February 15, 
1963, by deleting Section 2 thereof in its
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entirety and by deleting the phrase “Sec­
tion 1."
Proposal No. 4
The purpose of this amendment is to 
provide for deletion of the words “or by 
proxy” in Article XV of the by-laws if Pro­
posal No. 1 is not adopted.
Question 4: If Proposal No. 1 is not 
approved, shall Article XV be amended by 
deletion of the words “or by proxy.”
Proposal No. 5
The purpose of this amendment is to pro­
vide for the elimination of the committee 
on credentials which will cease to have a 
purpose or function, if Proposal No. 3 is 
adopted.
Question 5: If  Proposal No. 3 is adopt­
ed, shall Articles IX  and X be amended 
as follows: eliminate the word “Creden­
tials” appearing on the list of regular stand­
ing committees in Article IX, Section 1; 
and delete Section 4 in its entirety from 
Article X; both amendments to become 
effective February 15, 1963.
Proposal No. 6
The purpose of this amendment is to ex­
pedite the handling of cases involving an 
alleged violation of the by-laws or rules of 
professional conduct, and to achieve sub­
stantial economies of time and travel for all 
concerned in such cases, including mem­
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bers under charges, by changing the or­
ganization and procedures of the trial board 
to permit decentralized proceedings.
Question 6: Shall Articles IX, VI and V 
be amended as follows:
Amend Article IX , Section 2 (a ) ,  by 
adding the following language immedi­
ately after the last sentence of the existing 
paragraph:
“The trial board shall elect from its 
members a chairman and a vice chair­
man, the vice chairman to serve as 
chairman during any period of unavail­
ability of the chairman. It shall also 
elect a secretary who need not be a 
member of the trial board. Such elec­
tions shall be for such terms of office 
as the trial board shall determine. The 
chairman, or vice chairman, when act­
ing as chairman, may appoint from the 
members of the trial board a panel of 
not less than five members, which may, 
but need not, include himself, to sit as 
a sub-board to hear and adjudicate 
charges against members or associates; 
subject, however, to a review of its deci­
sion by the trial board, as provided in 
Article VI, Section 3. A quorum of the 
sub-board shall consist of a majority of 
the panel so appointed. The trial board 
is empowered to adopt rules governing 
the practice and procedure in cases 
heard by it or any sub-board, and in 
connection with any proceedings to re­
view a decision of a sub-board.”
Amend Article VI, Section 3, so as to 
read as follows: (The new language is in 
italics, and the entire paragraph following 
the introductory clause has been broken
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down into subparagraphs. Language de­
leted is included in brackets.)
"Section 3. For the purpose of ad­
judicating charges against members or 
associates of the Institute, as provided 
in the foregoing sections:
“ (a) The executive committee shall 
instruct the secretary to mail to the 
member or associate concerned, at least 
thirty days prior to the proposed meet­
ing of the trial board or any sub-board 
appointed to hear the case, written 
notice of the charges to be adjudicated. 
Such notice, when mailed by registered 
mail, postage prepaid, addressed to the 
member or associate concerned at his 
last known address, according to the 
records of the Institute, shall be deemed 
properly served.
" (b )  After hearing the evidence pre­
sented by the committee on professional 
ethics or other complainant, and by the 
defense, the trial board or sub-board 
hearing the case, by a majority vote 
of the members present and voting, may 
admonish or suspend, for a period of 
not more than two years, the member 
or associate against whom complaint is 
made, or, by a two-thirds vote of the 
members present and voting, may expel 
such member or associate. [against 
whom complaint is made.] The trial 
board or sub-board hearing the case 
shall decide, by a majority vote of the 
members present and voting, whether 
the statement o f the case and the deci­
sion to be published shall disclose the 
name of the member or associate in­
volved. A statement of the case and the 
decision of the trial board [thereon] 
or sub-board hearing the case shall be 
prepared by a member or members of
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the trial board or the sub-board, as 
the case may be, under a procedure to 
be established by such trial board or 
sub-board, and the statement and deci­
sion, as released by the trial board or 
sub-board, shall be published in The 
CPA. No such publication shall be  
made until such decision has becom e 
effective, as hereinafter provided.
" (c )  The member or associate con­
cerned in a case decided by a sub­
board may request a  review by the 
trial board of the decision of the sub­
board, provided such a request for re­
view is filed with the secretary of the 
trial board at the principal office of the 
Institute within thirty days after the 
decision of the sub-board, and shall file 
with such request such information as 
may be required by the rules of the 
trial board. Such a review shall not be  
a matter o f right. Each such request for 
a review shall be considered by an ad  
hoc committee to be appointed by the 
chairman of the trial board, or its vice 
chairman in the event of his unavaila­
bility, and composed of not less than 
five members of the trial board who did  
not participate in the prior proceedings 
in the case. The ad hoc committee shall 
have power to decide whether or not 
such a request for review by the trial 
board shall b e  allowed, and such com­
mittee’s decision that such a request 
shall not be allowed shall b e final and 
subject to no further review. A quorum 
o f such an ad hoc committee shall con­
sist of a  majority of those appointed. 
I f such a request for review is allowed, 
the trial board shall review the decision, 
of the sub-board in accordance with its 
rules o f practice and procedure. On
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review of such a decision the trial board  
may affirm, modify, or reverse all or 
any part of such decision or m ake such 
other disposition o f the case as it deems 
appropriate. The trial board may by 
general rule indicate the character o f 
reasons which may be considered to be 
o f sufficient importance to warrant an 
ad hoc committee granting a request 
for review of a decision of a sub-board.
“ (d) Any decision of the trial board, 
including any decision reviewing a deci­
sion of a sub-board, shall becom e 
effective when made, unless the trial 
board’s decision indicates otherwise, in 
which latter event it shall becom e e f­
fective at the time determined by the 
trial board. Any decision of a sub-board 
shall becom e effective as follows:
“ (i) Upon the expiration of thirty 
days after it is made, if no request 
for review is properly filed within 
such thirty-day period;
“ (ii) Upon the denial o f a request 
for review, if such a request has 
been properly filed within the thirty- 
day period and has been denied by 
the ad hoc committee; and
“ (iii) Upon the effective date o f a 
decision of the trial board affirming 
the decision of a sub-board in cases 
where a review has been granted by 
the ad hoc committee, and the trial 
board has affirmed the decision o f  
such sub-board.”
Amend Article VI, Section 4  to read as 
follows: (New language in italics.)
“Section 4. At any time after the 
publication in The CPA of a statement
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of the case and decision, the trial 
board may, with respect to a case heard 
by it, initially or on review o f a deci­
sion o f a sub-hoard, and the sub-board 
may, with respect to a  case heard by it 
in which its decision has becom e effec­
tive without a review by the trial board, 
by a two-thirds vote of the members 
present and voting, recall, rescind, or 
modify such expulsion or suspension, a 
statement of such action to be published 
in The CPA.”
Amend Section 4, line 3, and Section 
4 (d ) of Article V by inserting the words 
“or a sub-board thereof" immediately fol­
lowing the words “trial board.”
Amend Sections 1 and 4 ( f )  of Article 
V by inserting the words “or a sub-board 
appointed to hear the case,” immediate­
ly following the words “trial board.”
Amend Article V, Section 5 so as to 
read as follows: (New language in italics 
and deleted language indicated by 
brackets.)
“Section 5. A member or associate 
shall be expelled if the trial board or 
a sub-board thereof finds, by a majority 
vote of the members present and en­
titled to vote, that he has been con­
victed by a court of a felony or other 
crime or misdemeanor involving moral 
turpitude; provided, in the case of such 
a finding by a sub-board, its finding in 
this respect is not reversed by the trial 
board. If  [in such case] the court con­
viction shall be reversed by a higher 
court, such member or associate may 
request reinstatement, and such request 
shall be referred to the committee on 
professional ethics which, after investi-
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gating all related circumstances, shall 
report the matter, with the committee's 
recommendation, to the trial board, 
[with the committees recommendation] 
with respect to cases heard initially by 
it and cases heard by it on review of a 
decision of a sub-board and to the sub­
board which heard the case, with re­
spect to cases heard by such sub-board 
in which no request for review has 
been granted. Whereupon the trial 
board or sub-board, as applicable, may 
by a majority vote of the members 
present and entitled to vote, reinstate 
such member or associate.”
Amend Article VI, Sections 1 and 2, by 
inserting the words “or any sub-board ap­
pointed to hear the case” immediately 
after the words “summon the member or 
associate involved thereby to appear in 
answer at the next meeting of the trial 
board,” where this language appears in 
each of the sections mentioned.
AMENDMENTS TO RULES OF 
PROFESSIONAL CONDUCT
Proposal No. 1
The purpose of this amendment is to re­
arrange the rules of professional conduct in 
a more logical sequence and to change the 
name of the rules to “Code of Professional
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Ethics” from the present “Rules of Profes­
sional Conduct.” The proposed recodifica­
tion is designed to accomplish this result in 
a manner permitting future adoptions and 
revisions without altering the general struc­
ture and arrangement of the Code.
Question 1: Shall the following “Code 
of Professional Ethics” be adopted:
CODE O F PROFESSIONAL ETH ICS
The reliance of the public and the busi­
ness community on sound financial report­
ing and advice on business affairs imposes 
on the accounting profession an obligation 
to maintain high standards of technical 
competence, morality and integrity. To 
this end, a member or associate of the 
American Institute of Certified Public Ac­
countants shall at all times maintain inde­
pendence of thought and action, hold the 
affairs of clients in strict confidence, strive 
continuously to improve his professional 
skills, observe generally accepted auditing 
standards, promote sound and informative 
financial reporting, uphold the dignity and 
honor of the accounting profession, and 
maintain high standards of personal con­
duct.
In further recognition of the public in­
terest and his obligation to the profession, 
a member or associate agrees to comply 
with the following rules of ethical conduct, 
the enumeration of which should not be 
construed as a denial of the existence of 
other standards of conduct not specifically 
mentioned:
Article 1 — Relations with Clients and
Public
1.01 “A member or associate shall not
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express his opinion on financial state­
ments of any enterprise financed in 
whole or in part by public distribu­
tion of securities, if he owns or is 
committed to acquire a financial in­
terest in the enterprise which is 
substantial either in relation to its 
capital or to his own personal for­
tune, or if a member of his immedi­
ate family owns or is committed to 
acquire a substantial interest in the 
enterprise. A member or associate 
shall not express his opinion on fi­
nancial statements which are used 
as a basis of credit if he owns or is 
committed to acquire a financial in­
terest in the enterprise which is 
substantial either in relation to its 
capital or to his own personal for­
tune, or if a member of his immedi­
ate family owns or is committed to 
acquire a substantial interest in the 
enterprise, unless in his report he 
discloses such interest.”
COMMENT: Present Rule 13.
1.02 “A member or associate shall not 
commit an act discreditable to the 
profession.”
COMMENT: Proposed new rule 
designed to incorporate in the 
rules of ethics a provision now 
contained in the Institute’s by­
laws, Article V, Section 4 (d ) .
1.03 “A member or associate shall not 
violate the confidential relationship 
between himself and his client.”
COMMENT: Present Rule 16.
1.04 “Professional service shall not be 
rendered or offered for a fee which 
shall be contingent upon the find-
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ings or results of such service. This 
rule does not apply to cases involv­
ing federal, state, or other taxes, in 
which the findings are those of the 
tax authorities and not those of the 
accountant. Fees to be fixed by 
courts or other public authorities, 
which are therefore of an indeter­
minate amount at the time when an 
engagement is undertaken, are not 
regarded as contingent fees within 
the meaning of this rule.”
COMMENT: Present Rule 9.
Article 2 —Technical Standards
2.01 “A member or associate shall not 
sign a report purporting to express 
his opinion as the result of examina­
tion of financial statements unless 
they have been examined by him, 
a member or an employee of his 
firm, a member or associate of the 
Institute, a member of a similar as­
sociation in a foreign country, or a 
certified public accountant of a 
state or territory of the United 
States or the District of Columbia.”
COMMENT: Present Rule 6.
2.02 “In expressing an opinion on rep­
resentations in financial statements 
which he has examined, a member 
or associate may be held guilty of 
an act discreditable to the profes­
sion if
“ (a ) he fails to disclose a materi­
al fact known to him which is not 
disclosed in the financial statements 
but disclosure of which is necessary 
to make the financial statements 
not misleading; or
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“ (b ) he fails to report any ma­
terial misstatement known to him to 
appear in the financial statement; 
or
“ (c) he is materially negligent in 
the conduct of his examination or 
in making his report thereon; or 
“ (d) he fails to acquire sufficient 
information to warrant expression 
of an opinion, or his exceptions are 
sufficiently material to negative the 
expression of an opinion; or
" (e )  he fails to direct attention 
to any material departure from gen­
erally accepted accounting prin­
ciples or to disclose any material 
omission of generally accepted au­
diting procedure applicable in the 
circumstances.”
COMMENT: Present Rule 5.
2.03 “A member or associate shall not 
permit his name to be associated 
with statements purporting to show 
financial position or results of oper­
ations in such a manner as to imply 
that he is acting as an independent 
public accountant unless he shall: 
“ (a) express an unqualified opin­
ion; or
“ (b) express a qualified opinion; 
or
" ( c )  disclaim an opinion on the 
statements taken as a whole and in­
dicate clearly his reasons therefor; 
or
“ (d) when unaudited financial 
statements are presented on his sta­
tionery without his comments, dis­
close prominently on each page of 
the financial statements that they 
were not audited.”
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COMMENT: Present Rule 1 9 -  
changed only to the extent of 
redesignating clauses 1, 2, 3, and 
4 as a, b, c and d and arrang­
ing these clauses as separate 
paragraphs to conform with the 
format of the present Rule 5.
2.04 "A member or associate shall not 
permit his name to be used in con­
junction with an estimate of earn­
ings contingent upon future trans­
actions in a manner which may lead 
to the belief that the member or 
associate vouches for the accuracy 
of the forecast.”
COMMENT: Present Rule 12.
Article 3  — Promotional Practices
3.01 “A member or associate shall not 
advertise his professional attain­
ments or services:
“Publication in a newspaper, 
magazine or similar medium of an 
announcement or what is technic­
ally known as a card is prohibited.
“A listing in a directory is re­
stricted to the name, title, address 
and telephone number of the per­
son or firm, and it shall not appear 
in a box, or other form of display 
or in a type of style which differen­
tiates it from other listings in the 
same directory. Listing of the same 
name in more than one place in a 
classified directory is prohibited.” 
COMMENT: Present Rule 10, 
deleting paragraph designations 
“a” and “b” as being unnecessary.
3.02 “A member or associate shall not 
directly or indirectly solicit clients 
by circulars or advertisements, nor
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by personal communication or in­
terview, not warranted by existing 
personal relations.”
COMMENT: This is the first 
part of present Rule 7. The rest 
of present Rule 7 is in proposed 
5.01.
3.03 “A member or associate shall not 
make a competitive bid for profes­
sional engagements in any state, 
territory, or the District of Colum­
bia, if such a bid would constitute 
a violation of any rule of the recog­
nized society of certified public ac­
countants or the official board of 
accountancy in that state, territory, 
or District.”
COMMENT: Present Rule 14.
3.04 “Commissions, brokerage, or other 
participation in the fees or profits 
of professional work shall not be 
allowed directly or indirectly to the 
laity by a member or associate.
“Commissions, brokerage, or other 
participation in the fees, charges, 
or profits of work recommended or 
turned over to the laity as incident 
to services for clients shall not be 
accepted directly or indirectly by a 
member or associate.”
COMMENT: Present Rule 3.
Article 4 — Operating Practices
4.01 “A firm or partnership, all the in­
dividual members of which are 
members of the Institute, may de­
scribe itself as ‘Members of the 
American Institute of Certified Pub­
lic Accountants,’ but a firm or part­
nership, not all the individual mem­
bers of which are members of the
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Institute, or an individual practicing 
under a style denoting a partnership 
when in fact there be no partner 
or partners, or a corporation, or an 
individual or individuals practicing 
under a style denoting a corporate 
organization shall not use the des­
ignation ‘Members of the American 
Institute of Certified Public Ac­
countants.' ”
COMMENT: Present Rule 1.
4.02 “A member or associate shall not 
allow any person to practice in his 
name who is not in partnership 
with him or in his employ.”
COMMENT: Present Rule 2.
4.03 “A member or associate in his 
practice of public accounting shall 
not permit an employee to perform 
for the member’s or associate’s cli­
ents any services which the member 
or associate himself or his firm is 
not permitted to perform.”
COMMENT: Present Rule 17.
4.04 “A member or associate shall not 
engage in any business or occupa­
tion conjointly with that of a public 
accountant, which is incompatible 
or inconsistent therewith.”
COMMENT: Present Rule 4.
4.05 “A member or associate engaged 
in an occupation in which he ren­
ders services of a type performed 
by public accountants, or renders 
other professional services, must ob­
serve the by-laws and code of pro­
fessional ethics of the Institute in 
the conduct of that occupation.”
COMMENT: Present Rule 15,
20
with “code of professional ethics" 
substituted for “rules of profes­
sional conduct.”
4.06 “A member or associate shall not 
be an officer, director, stockholder, 
representative, or agent of any cor­
poration engaged in the practice of 
public accounting in any state or 
territory of the United States or the 
District of Columbia.”
COMMENT: Present Rule 11.
Article 5 — Relations with Fellow  
Members
5.01 “A member or associate shall not 
encroach upon the practice of an­
other public accountant. A member 
or associate may furnish service to 
those who request it.”
COMMENT: This is the remain­
der of present Rule 7. (See pro­
posed 3.02 for first part.)
5.02 “A member or associate who re­
ceives an engagement for services 
by referral from another member or 
associate shall not extend his serv­
ices beyond the specific engagement 
without consulting with the refer­
ring member or associate.”
COMMENT: Present Rule 18.
5.03 “Direct or indirect offer of em­
ployment shall not be made by a 
member or associate to an employee 
of another public accountant with­
out first informing such accountant. 
This rule shall not be construed so 
as to inhibit negotiations with any­
one who of his own initiative or in 
response to public advertisement 
shall apply to a member or associ­
ate for employment.”
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COMMENT: Present Rule 8.
The comments following each rule in 
the proposed Code are for explanatory 
purposes only, and are not part of the re­
codification itself. Except for Rule 1.02, 
“A member shall not commit an act dis­
creditable to the profession,” no new rules 
are being proposed. Even this rule is not, 
in substance, a new one, as the same pro­
vision appears in Article V, Section 4 (d ) 
of the by-laws, the substance of which is 
that a member or associate renders him­
self liable to expulsion or suspension if he 
is held by the trial board to have been 
guilty of an act discreditable to the pro­
fession. Also, the recodification reflects no 
changes in the substance of any of the 
present rules, though it includes a pre­
amble which sets forth precepts of profes­
sional conduct which, though funda­
mental, are not appropriate subjects for 
specific rules.
In order to put these changes into 
effect, it is proposed that the recodifica­
tion be adopted to take the place of the 
existing rules of professional conduct.
In order to conform the language of the 
by-laws to the change in name of the 
“Rules of Professional Conduct,” the com­
mittee on by-laws joins in proposing the 
following minor amendments to the by­
laws to become effective upon the adop­
tion of the Code of Professional Ethics:
Amend the phrase “rule of conduct 
of the Institute,” in Article VI, Section 
1, and the phrase “any of the rules of 
professional conduct,” in Article V, 
Section 4 (b ) ,  to read in each instance 
“any provision of the Code of Profes­
sional Ethics.”
For the same reason the committee
22
on by-laws joins in proposing that, if the 
Code of Professional Ethics is adopted, 
the by-law committee’s Proposal No. 1 
for changing the procedure with respect 
to the adoption of rules of professional 
conduct be treated as amended by sub­
stituting the phrase “Code of Professional 
Ethics” for the phrase “Rules of Profes­
sional Conduct.”
Proposal No. 2
Question 2: Shall the present rule on 
competitive bidding (Rule 14 of the Rules 
of Professional Conduct, Rule 3.03 of the 
proposed recodification) be amended to 
read as follows:
“A member or associate shall not make 
a competitive bid for a professional en­
gagement. Competitive bidding for pub­
lic accounting services is not in the public 
interest, is a form of solicitation, and is 
unprofessional.”
Arguments For and Against
FOR
1. The existing rule on competitive bid­
ding needs revision. In effect, it prohibits 
members from engaging in competitive bid­
ding only in those states which have a 
restraining rule. The proposed rule, which 
is an outright prohibition against competi­
tive bidding, would result in a uniform
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standard applicable to all members regard­
less of their location.
2. Competitive bidding in the long run 
would debase professional standards, re­
duce the quality of performance, and tend 
to jeopardize independence.
3. Competitive bidding erroneously im­
plies that auditing and other types of serv­
ices customarily performed by CPAs can be 
measured by exact specifications.
4. A brief, simple rule is preferable to 
one which attempts to define competitive 
bidding in all its aspects. The committee on 
professional ethics intends to issue a formal 
opinion interpreting the proposed rule for 
the guidance of members.
AGAINST
The proposed rule is too short. It should 
be expanded to define “competitive bid­
ding” and “professional engagements.” The 
interpretation of these fundamental ele­
ments of the proposed rule should not be 
left to the discretion of the committee on 
professional ethics.
Proposal No. 3
The purpose of this amendment is to 
clarify the fundamental concept of inde­
pendence and to avoid apparent conflicts of 
interest.
Question 3 : Shall Rule 13 of the Rules 
of Professional Conduct (Rule 1.01 of the
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proposed recodification) be amended to 
read as follows, effective January 1, 1964:
“(13 ) Neither a member or associate, 
nor a firm of which he is a partner, shall 
express an opinion on financial statements 
of any enterprise unless he and his firm 
are in fact independent with respect to 
such enterprise.
“Independence is not susceptible of pre­
cise definition, but is an expression of the 
professional integrity of the individual.
A member or associate, before expressing 
his opinion on financial statements, has 
the responsibility of assessing his relation­
ships with an enterprise to determine 
whether, in the circumstances, he might 
expect his opinion to be considered in­
dependent, objective and unbiased by one 
who had knowledge of all the facts.
“A member or associate will be consid­
ered not independent, for example, with 
respect to any enterprise if he, or one of 
his partners, (a) during the period of his 
professional engagement or at the time of 
expressing his opinion, had, or was com­
mitted to acquire, any direct financial in­
terest or material indirect financial inter­
est in the enterprise, or (b ) during the 
period of his professional engagement, at 
the time of expressing his opinion or dur­
ing the period covered by the financial 
statements, was connected with the enter­
prise as a promoter, underwriter, voting 
trustee, director, officer or key employee.
In cases where a member or associate 
ceases to be the independent accountant 
for an enterprise and is subsequently 
called upon to re-express a previously 
expressed opinion on financial statements, 
the phrase at the time of expressing his 
opinion’ refers only to the time at which
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the member or associate first expressed 
his opinion on the financial statements in 
question. The word ‘director’ is not in­
tended to apply to a connection in such a 
capacity with a charitable, religious, civic 
or other similar type of non-profit organ­
ization when the duties performed in such 
a capacity are such as to make it clear 
that the member or associate can express 
an independent opinion on the financial 
statements. The example cited in this 
paragraph, of circumstances under which 
a member or associate will be considered 
not independent, is not intended to be 
all-inclusive.”
Arguments For and Against
FOR
1. Although independence is one of the 
foundation stones of the profession’s ethics, 
the word “independence” is not mentioned 
anywhere in the Institute’s rules of conduct. 
Consequently, there is a need for a concise 
statement of the concept of independence 
in the rules.
2. There is also a need for a uniform 
standard of independence which will be 
binding on all members, regardless of the 
size of their firms or the nature of their 
practices.
3. An auditor should not have any rela­
tionships with a client — including, but not 
limited to, those cited as examples in the 
proposed rule — which could cast a rea­
sonable doubt on the independence of 
his professional opinion. He may, in fact, be 
independent even if he is a director or
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stockholder of the client; but the existence 
of such a relationship may diminish the 
value of his professional opinion in the eyes 
of others who become aware of the rela­
tionship.
4. The time is right for such a rule. Na­
tionwide attention has recently been fo­
cused on conflicts of interest and standards 
of conduct in many areas of public life. In 
terms of the long-range interests of the pro­
fession, it is imperative for members to 
avoid situations which might impair the 
publics confidence in CPAs.
5. The proposed rule will not restrict the 
work of members in private industry. The 
committee on professional ethics has unani­
mously agreed that the term “express an 
opinion on financial statements,” as used in 
the proposed rule as well as elsewhere in 
the rules, is intended to apply only to mem­
bers in public practice.
6. Adoption of the proposed rule should 
not cause undue hardship because its effec­
tive date (January 1, 1964) should provide 
members with ample time to adjust their 
affairs satisfactorily.
AGAINST
1. The proposed rule is a blanket pro­
hibition against the ownership of any direct 
financial interest in a client company with­
out consideration of the circumstances in­
volved in each case.
2. The proposal reflects unfavorably on
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members who have such interests in that it 
implies unfairly that they may have been 
improperly influenced in the past by cer­
tain relationships with clients.
3. Despite the deferred effective date, 
the rule will inflict a personal hardship on 
many practitioners, deny to them ( and the 
profession) the prestige attached to service 
as company directors, deprive the client of 
valuable assistance, and create needless ob­
stacles to sound client relations.
4. The language of the proposed rule 
suggests that it might apply to members in 
private industry as well as to those in pub­
lic practice. If this is not the intent of the 
committee on professional ethics, it should 
be clearly stated in the rule itself.
5. If a direct financial interest in a cli­
ent company may raise questions about a 
CPA’s independence, would not a fee which 
is substantial in relation to his income cre­
ate similar doubts?
6. Since it could be argued that a direc­
torship is merely one form of management 
services, the proposed rule should be ex­
tended to cover the full range of manage­
ment services.
7. The fact that firms are presently op­
erating under different standards of inde­
pendence should cause no concern. The 
standards ought to be different to reflect 
the varying professional obligations as­
sumed in different areas of practice.
8. The phrase “material indirect financial 
interest” will be difficult to interpret.
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